Credit is very important in the lives of the poor people. 
Introduction
Poor people cannot live without credit (Dasgupta, 2004) . The benefits of credit are omnipotent. Provision of financial services to the 'unbanked' could spur economic growth and open up plenty of opportunities. The chance to avail the power of financial services can indeed assist people to pay for schools of the children, save for a home, or begin a small business. Moreover this can open up jobs for others (World Bank, 2011) .
However, most of them are outside the ambit of formal credit structure. They do not have the relevant parameters that can qualify them as debtors in the formal market.
According to a World Bank 2011 survey covering 150,000 people in 148 countries, three fourth of the world's poor do not have a bank account and are not part of the formal credit market. Besides, other factors such as the travel distance, associated costs and extent of paper work involved in opening up a bank account, come in the way of their registration in the formal credit market.
In India, the picture is no different. The data revealed by the AIDIS implores that even after almost six and a half decades since independence, the informal credit still contributes about 44% of the total credit in the rural areas and 15.5% in the urban areas. The informal sector in India has taken multitude of forms. AIDIS data broadly categorizes them under five heads. Among them, the moneylenders is the dominant category, followed by relatives and friends etc. Traders and commission agents, landlords and the miscellaneous others fill up the remaining portion of the informal credit.
The working of the informal sector is slightly different from that of the formal sector. In the formal sector, the transactions are legalized and often collateral bondings are essential. For the informal sector, they may not always be so important. People depend on personal or local knowledge, local information and other impersonal mechanism for disbursement of loans in this sector (Dasgupta, 2004) . The prominence of this sector is a testimony of the vestiges of informality and trust in the informal credit market in India.
There have been many attempts to address the issue of informality (Bhaduri, 1973; Gangopadhyay and Sengupta, 1986) in the Indian credit market. However, a rigorous empirical study linking the informal transactions to the personalized and local information is still missing. This may be due to either the non-availability of data on these items or an insufficient quantification available. This paper is a modest attempt to understand the ramifications of personalized relations in the working of the informal credit market. For this, we utilize the available data as procured by the AIDIS ever since 1951. A gleaning of this data finely helps us to gain some indirect pathways into the personal habitats where rural informal credit market thrives.
The paper makes an attempt to find out the correlates of various sources of noninstitutional credit. Some variables other than the constituents of credit have also been introduced to capture the causal factors in a better way. The rest of the paper is divided as follows. Section 2 general features of the credit data. Section 3 deals with the data, description of the variables and the methodology part and section 4 deals with results. Section 5 concludes.
General Features of Indian Credit Market
In India, a large part of the credit comes from the informal avenues. We are considering the rural data only for the illustration in the growth of credit and its components in the graph 1. The role of informal credit has not diminished even after years of expansion of formal banking. From table 1, it is evident that between 1951 to 1961, the share of institutional credit in total credit more than doubled. This type of surge continued till 1981. However, the rate of growth of institutional credit slowed down considerably over the decade 1981 to 1991. Subsequently, the share of institutional credit in total credit declined. Among the various institutional sources, commercial banks and co-operative societies dominated. On the other hand, if we glance through the share of non-institutional credit in total credit, we find that this share has declined appreciably between 1951-1981. In the next decade, this rate of decline dropped. Interesting, 1991 onwards, the trend got reversed and the share of non-institutional credit in total credit started to increase. In effect, we see an almost inverted U-shaped curve for institutional credit and a U-shaped curve for non-institutional credit during the period 1951-2013 (see graph 1). The turning point is the decade of 1990s, when this changeover has occurred. This coincides with the era of liberalization. However, if we further break up the institutional sector, we find the dominance of the commercial banks and the co-operatives (graph 2). It is to be noted that co-operatives is based more on trust than on formal structure. If we remove the contribution of the cooperative societies from the institutional capping, the importance of the institutional sources dwindles further.
Among the various non-institutional sources of rural credit, we find from graph 3 that moneylenders dominated throughout the entire time span. However, the dominance of the moneylenders in the overall rural credit disbursement has steeply been crashed during the period 1951-1981. This decline has slowed down in the next decade. The share of moneylenders in total credit reached a nadir in the pre-liberalization period. However, in the next two decades since the onset of liberalization, the stranglehold of the moneylenders again started to increase in the rural sphere.
Graph2: Various Sources of Institutional Credit

Graph3: Various Sources of Non-Institutional Credit
If we further take up the data on break up of loans outstanding according to the asset holding class, we find some important features both in case of rural and urban areas. In the rural areas, we find that 22% of the total loans taken by the lowest decile class in the rural areas are within the range of Rs 35,000 to Rs. 60,000, whereas only 4.3% of the total loans of the highest decile class in the rural areas are within this range. More than half of the loans of the highest decile class are of over Rs four lakhs, whereas only 4.2% of the loans of the lowest decile class is above Rs 4 lakhs. It is quite obvious that non-institutional sources are less likely to grant this high amount of loans which are usually taken by people with higher asset holding, comes mostly from the institutional sources.
On the other hand, smaller loans (say anything less than Rs. 20,000) are mostly taken by the people with less asset holdings. Disbursement of such tiny loans, which are sometimes taken for the purposes such as daughter's marriage, sickness etc., are less likely to be disbursed from the structured institutional sources. Here the personalized, door-step and of course trust-based informal networks come into play.
The same trend is also visible in case of urban sector. In this sector, 16.1% of the loans taken by the lowest decile class is of less than Rs. 35,000., whereas only 0.1% of the loans taken by the highest decile class is of less than Rs. 35,000. Now, if we take into consideration the data according to the purpose of loan, we find out some important features. Both in the rural and urban areas, loans taken by the households with low asset holdings are for consumption purposes-with least potential for capital formation. Various expenditures in households, medical treatments, repayment of old debts etc form the major purpose for taking out loans by the households with lower asset holdings. On the other hand, expenditures in farm business, expenditure in non-farm business and expenditures on housing are the main purposes for taking out loans by the households with higher asset holdings.
In essence, we see a strong asymmetry in the credit market of India. The credit market seems to be broken into three components among the debtors-(a) well-offs (economically strong and included in the institutional set up), (b) let-offs (economically stable but not included in the institutional set up fully) and (c) have nots (economically weak and financially excluded). Generally, the well-offs take most of their credit from the formal sector. The let-offs on the other hand, are not familiar with the formal sector. Also, may be the rigidities of the formal sector prove a great hindrance for them. Hence, though they can approach the formal sector, they still depend on informal sector. They are probably reaping the benefits of informal sector. Worse is the situation of the have nots.
They do not have enough collateral to approach the institutional sector. Hence they are bounded to the limits of informality. They also have to depend on building upon many types of informal ties for getting loans from the informal sector for sustenance (Chakraborty, 2010) .
From these casual findings, we should now move on to more rigorous characterization of the relationships.
Data, Description of Variables and Methodology
The empirical analysis is based on the data of All India Debt For estimation purpose, we have used seemingly unrelated regression (SUR) technique in our exercise. The dependent variables represent the demand for credit for various non-institutional sources as well as the demand for loan from the institutional sources as a whole. The estimation methodology for this system of equations is a SUR model. Zellner's SUR or SUR model is undertaken in the estimation of a system of equations when the error terms across the equations can be assumed to be correlated.
The system of equations for credit for various non-institutional sources as well as the demand for loan from the institutional sources as a whole can be viewed as a system of demand equations for various sources of credit. Also interesting to note is that the equations have same explanatory variables and that might increase the likelihood of having correlations in the error terms. In such a situation, the estimation of equations by classical OLS renders the estimates of betas and gammas inefficient. Therefore, to recover efficiency, this system of equations is estimated with a FGLS (Feasible Generalized Least Squares) and this is known as the Zellner's SUR estimates.
We have a set of six equations correlating demand for loan with various socio-economic variables We now discuss them as follows: 
Results
The system of equation used by us correlates the demand for various sources of credit with the alternative sources available and a set of socio-economic variables. While placing the demand for credit from any one source, one individual has to decide on the amount of credit from various other options that are available before him. These are the first set of explanatory variables used in the exercise.
Also, the individual decision to take loan from any source depends on his/her abilities to adjudge between the sources. In this, he/she requires to perform the cost-benefit analysis.
This, in turn, depends on the features of the world he/she inherits. Literacy rate, availability of banking facilities and average value of assets are some of the factors in this consideration.
First, we consider the demand for loans from the landlord. This is significantly positively related with the demand for loans from the doctors, lawyers & other professionals. It is negatively related with demand for loans from various other miscellaneous sources meaning that these sources often act as a cushion to those who cannot appeal to the landlord for loans. The negative relationship with banking facilities and the demand for loan from the landlord, implies that the expansion of banking facilities often help to curb the stranglehold of the landlords. Unfortunately, literacy has no role in reducing the influence of the landlord.
Secondly, we consider the demand for loans from the moneylenders. Here again, we find that ML is significantly positively correlated with the demand for loans from the doctors, lawyers & other professionals. Availability of banking facilities have no influence on the operation of the moneylenders in the credit market. However, literacy rate has significant negative relationship demand for loans from the moneylenders. This implies that higher literacy rate gives a blow to the operation and networks of the moneylenders, which sometimes thrives on the tenets of informality.
Thirdly, if we consider the demand for loans from the relatives and friends, which essentially build on the traits of mutual trusts and consents among two parties, we find that the availability of formal banking facilities and the literacy rate have no influence on it. The negative relation with demand for loans from the relatives and friends and the demand for loans from various other miscellaneous sources implies that there are some group of individuals who are not even covered by the informal networks of friends and relatives. For this group of people, various miscellaneous sources come out as the last resort.
Fourthly, for the demand for loan from the doctors, lawyers and other professionals, we again find positive relationship with demand for loans from the moneylenders. Again, availability of institutional banking services, literacy rate and average value of assets have no significant impact demand for loan from the doctors, lawyers and other professionals, which again hinges on the attributes of mutual co-operation and personal knowledge. The demand for loan from the doctors, lawyers and other professionals is positively correlated with the demand for loans from various other miscellaneous sources.
Fifthly, we consider the various correlates of the demand for loans from various other miscellaneous sources. We find significant positive association with this and the demand for loans from the doctors, lawyers and the other professionals. However, we find negative relationship with the demand for loans from the landlord and the demand for loans from the relatives and friends. This implies that households' credit demand which are not covered by the various other miscellaneous sources, are filled in by the landlords and the relatives and the friends. Again, literacy rate and the availability of banking facilities have no bearing on the demand for loan for various miscellaneous other sources. Interestingly, average value of assets have negative correlation with the demand for loans from various other miscellaneous sources. This implies availability of some credit for the poorest of the people for their sustenance.
Sixthly, quite obviously we see that demand for loan from institutional sources is significantly negatively associated with different non-institutional sources of loan. Again, the positive association between the demand for loan from institutional sources and the literacy rate is also understandable. However, assets have no impact on the loan provided by the institutional sources.
Caressing through the regression analysis, we find some interesting anecdotes. The correlation between various types of loans and the parameters that effective show certain interesting features. First, we see that there is a close complementarity among the demand for loans from the moneylenders, landlords and the doctors, lawyers & other professionals.
The relationship among them is positive and in many case significant. A person who can obtain a loan from any one of these sources, can also generate loan from other sources in the set. These sources are generally connected with collateral mortgaging though they are informal in character. The informality in them lies mainly through their non-rigidity and flexibility of terms and conditions. They however, are not going to lend to the have-nots.
The source of loan from the relatives and friends and various other miscellaneous sources are of different nature. The demand for loan from miscellaneous other sources is negatively related with the demand for loan from the landlord but positively related with that from the doctors, lawyers and other professionals. It is also negatively related with the demand for loan from the moneylenders though not significantly. The relationship is also substitutable as they bear a negative relationship.
Interesting, however, is the relationship they bear with the average value of assets. The loan from friends and relatives is not at all related with that of average value of assets. However, strangely, the loan from various other miscellaneous sources is negatively related with average value of assets. This definitely implies that these sources are no way dependent on the amount of collateral. The loan disbursed from this sector may be dependent on some personal ties and or trusts and reciprocity. The importance of trust is greatly pushed forward when we consider this source.
In effect, we find the situation similar to that we have conjectured. Clearly this points out to a three tier credit market-(a) the institutional one lending to well-offs and included, (b) the upper informal, lending to the well-offs but not included and (c) the lower informal lending to the have-nots.
Conclusion
Gleaning through the AIDIS data both casually as well as rigorously, we find some interesting features on the working of the credit market in India. Our analysis provides some idea about the distinct compartmentalization of the Indian credit market with respect to the disbursement of loan from various credit agencies. Each of these category of credit agencies has some definite target group to cater to.
Apart from this distinct division of loaning pattern, the importance of trust, personalized knowledge and mutual co-operation in the informal credit market has also been visualized.
Otherwise, it is economically untenable for any credit agency to disburse loan to the havenots. 
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